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PHARMACY PLUS

A DEMONSTRATION PROGRAM UNDER SECTION 1115
Phar macy Plus Application

The Stateof _Michigan__, Department of __ Community Health__ proposesan 1115
demonstration Proposal entitled EPIC Ex_, which will extend phar macy services and related
medical management interventionsto _aged _ individualswith income below 200 per cent of
the Federal poverty level (FPL).

|. GENERAL DESCRIPTION

This demondration will extend pharmacy coverage, viaauthority under section 1115 of the Socid
Security Act (the Act), to individuds in afashion that furthers public, private, and individua fiscd
respongbility. The demondration is designed to increase the extent of pharmacy coverage in the state by
asssting low-income Medicare beneficiaries who are age 65 or older. The demongtration offers
assgtance by 1) providing access to prescription drugs and related services, 2) asssting individuas with
high premiums/cost sharing for private coverage for prescription drugs, or 3) providing wraparound
pharmaceutica coverage to bring private sources of pharmacy coverage up to the leve of the Pharmacy
Plus benefit coverage. The proposed program aso ensures access to primary care to complement and
assis in the manegement of the enrollee’ s pharmacy services. An important eement in Pharmecy Plusis
the use of competitive private sector approaches, such as benefit management, to provide more cost
effective, modern prescription drug benefitsin Medicaid

Individuas digible for the proposed program include those who are Medicare beneficiaries, who have
not been determined dligible for traditional Medicaid benefits, whether or not they are digible for
Medicare Savings programs under Medicaid (which pay Medicare premiums, and in some cases,
Medicare cost sharing expenses, e.g., QMBs and SLMBs) and/or people with a disability. Cost sharing
- inthe form of premiums, copayments, coinsurance, and deductibles - for the expanson population may
differ from cost-sharing requirements for the regular Medicaid program.

The budget neutrdity ceiling will be a single aggregate budget amount for the demondtration period. The
gtate will be accountable for both expenditure and enrollment growth in the population subject to the
budget neutrality ceiling which includes both the demondration enrollees and the budget neutraity
impacted population. The demondration impacted population isthat current law Medicaid digibility
group whose costs will be captured in order to measure budget neutrality.

The demondtration will operatefor 5 years, beginning approximately _July 1, 2003 .
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1. ASSURANCES

Each of the following items are checked to indicate an assurance:

A.

__X__Primary care coor dination. The demonstration includes a mechanism to direct
demondtration enrollees who access services to sources of primary hedlth services. Such
primary care will include, but is not limited to, medica management related to prescription and
non-prescription pharmaceutica products. The State assures that those individuas who do not
have access to primary care as Medicare beneficiaries will have access to primary care services.
More information about this requirement is provided in Section V, Part I.

__X__ Benefits, access to services, and cost sharing. The benefits and rights

of the state plan digibility groups, except for restriction to choice of providers as provided
through a section 1115(a)(1) waiver of section 1902(a)(23) of the Act through Pharmacy Plus,
are as provided for in the state' s Medicaid state plan, Title 42 of the Code of Federd
Regulations, and Title X1X of the Socid Security Act.

_ X__Budget neutrality. The Federd cost of services provided during the
demonstration will be no more than 100 percent of the expected Federa cost to provide
Medicaid services under currert law without the demongtration. The benefits and rights of the
state plan digibility groups are not atered by this demongtration. An Excd budget worksheet is
provided that includes the budget projections, with and without waiver cost estimates,
information about covered individuas, trend rate information, and a narrative description of the
cdculations. More information about this requirement is provided in Section VI.

__X__Public notice requirements. The demonstration complies with public notice
requirements as published in the Federa Register, Vol. 59, No. 186 dated

September 29, 1994 (Document number 94-23960) and Centers for Medicare & Medicaid
Service (CMS) requirements regarding Native American Tribe consultation. Provide information
about this assurance in Appendix 1.
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1. STATE-ONLY FUNDED PHARMACY PROGRAMS

The following information is provided for current state-only funded pharmacy programs (Check al thet
apply):

A. _X_ State program entirely subsumed into demonstration. A state-only funded
pharmacy program named _Elder Prescription Insurance Coverage (EPIC) program _ currently exigts,
and it will be subsumed by the demondration (Complete this section for each state program that will be
entirely subsumed into the demondiration program. Provide as an attachment a description of the State-
only funded program, including enrollee cost-sharing, benefit limits, wraparound coverage, and any other
pertinent festures).

1. Incomeleve celling. Theincome leve celling for participation is_ 200 percent of the Federal
poverty leve (FPL).

2. Program digibility characterigtics. In addition to income ceiling, the program dligibility parameters
have the following further specifications:

a X __agegroup (describe): Participants must be age 65 or older.

C. condition specifications (describe):

d. _ X__ other specifications (describe): Participants must be non-institutionalized,
have no prescription drug cover age except for M edicar e supplemental policies
(including M edicar e+Choice cover age), be a permanent Michigan resident, have
been aresident for at least 90 daysand not beenrolled in the Medicaid program
with full coverage.

3. Bendit coverage scope. The scope of benefits covered under the programis:
a _ X__ broad (such asthe Medicaid package):
b. narrow (such as limited to drugs to treat specific hedth conditions):
C. other (describe):

4. X __ Thereareenrolleefinancia contributions, which include:
premiums (describe):

deductibles (describe):
_ X _ copayments/coinsurance (describe): The EPIC program has a diding scale
co-payment schedule based on total annual household income. At enrollment,
each enrolleeis assgned a monthly maximum out of pocket co-payment. The
enrolleeisthen assessed a co-payment amount of 20% until the monthly
maximum is met. No enrollee can be charged morethat 20% of the cost of a
sngle prescription unless a brand name drug is pur chased when a generic
equivalent isavailable. In thiscase, the EPIC statute requiresthat an additional
$15 co-payment be assessed. These additional co-paymentsdo not count toward
a beneficiary’s monthly cap. Unused co-payment obligations carry forward to
the next month until the end of the benefit year. (The co-payment aggregatesto

O_C793|
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a benefit year obligation.) The monthly maximum out of pocket co-payment
structureisasfollows:

Annual Household Income asa
Per centage of Federal Poverty L evel M onthly Out-of-Pocket M aximum

100% and below 1/12™ of one percent of annua household

income
101% to 125% 1/12™ of two percent of annua household

income
126% to 150% 1/12™ of three percent of annua household

income
151% to 175% 1/12™ of four percent of annua household

income
176-200% 1/12™ of five percent of annua household

income

d. _ X__ other (describe): All applicants must pay an annual non-refundable $25
application-processing fee that isrequired by the statute that created the EPIC

program.

5. This proposed demongtration will be an expansion of coverage compared to the current state
pharmacy program through:
a expanding the scope of coverage (e.g., type or number of prescriptions available)
(describe):
b. expanding the pharmacy services available (e.g., by providing a pharmacy or
nurse consultant who will provide additiona management services)(describe):
C. expanding the type of individuds digible (describe estimates):
d. _ X__ expanding the number of individuas digible (describe estimates): The existing
state program provides cover age to approximately 15,000 participants. This
Pharmacy Pluswaiver will makeit possibleto boost enroliment up to asmany as
42,000 individualsduring any given month.
e. __ expanding funding to asss with premiums and cost sharing (describe):
, _____ other (describe):

—h

6. Annud cog. Currently the program expendituresare $_27.4 million_on an annua basisfor the
program.

7. Enrollment figures. Currently thereare _15,000_ enrollessin the program.

8. Average cost per enrollee/per monthis$ 152 .
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State program partially subsumed into demonstration. A state-only

funded pharmacy program named currently exigts, and will be partially subsumed by the
demondtration (Complete this section for each state program that will be partidly subsumed into the
demondtration program. Provide as an atachment a description of the state-only funded program,
including enrollee cog-sharing, benefit limits, wraparound coverage, and any other pertinent features).

1

2.

Income leve calling. Theincomeleve celling for participation is percent FPL.

Program dligihility characterigtics. In addition to income ceiling, the program digibility parameters
have the following further specifications:

a age group (describe):
b. condition specifications (describe):
C. other specifications (describe):
Benefit coverage scope. The scope of benefits covered under the program is:.
a broad (such as the Medicaid package);
b. narrow (such as limited to drugs to treat specific hedth conditions);
C. other (describe):

There are enrollee financid contributions, which include:

a premiums (describe):
b. deductibles (describe):

C. copayments/coinsurance (describe):
d. other (describe):

This proposed demongtration will be an expansion of coverage compared to the current Sate
pharmacy program through:

a expanding the scope of coverage (e.g., type or number of prescriptions available)
(describe):
b. expanding the pharmacy services available (e.g., by providing a pharmacy or

nurse consultant who will provide additional management services)(describe):

C. expanding the type of individuds digible (describe estimates):

d. expanding the number of individuas digible (describe estimates):

e. expanding funding to assst with premiums and cost sharing (describe):

f. other (describe):
Annud cogt. Currently the program expenditures are $ on an annua basis for the
program.
Enrollment figures. Currently there are enrolless in the program.

Average cost per enrollee/per monthis $
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C. State program not subsumed by demonstration. A state-only funded
pharmacy program(s) named currently exisgts, will not be subsumed by the demongtration,
and will continue to operate during the Pharmacy Plus demonstration operation.

D. No state funded pharmacy program currently exists. A state-only funded
pharmacy program does not exist in this Sate.
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V. PROGRAM ELEMENTS
Population to Whom Eligibility is Expanded under this Demonstration

Individuas digible for Pharmecy Plusinclude Medicare beneficiaries who are age 65 or older or who
have a disability, whether or not they are digible for Medicare Savings programs under Medicaid (which
pay Medicare premiums, and in some cases, Medicare cost sharing expenses, e.g., QMBsand SLMBS)
and/or people with a disability, who have not been determined digible for full Medicaid benefits. States
aso may propose to extend the pharmacy benefit to persons age 65 and older who are not Medicare
beneficiaries and to persons under age 65 who receive Socid Security Disability Insurance (SSDI) but
not Medicare (i.e., are in the 24-month waiting period for Medicare) or who have a disability as defined
by the Supplementa Security Income (SSI) program.

A. Eligibility groups
1. _ X__ Agedindividuds (65 and older)

a _ X _ Medicare beneficiaries

b. X _non-Medicare beneficiaries

c. __ X __ individudswith private pharmacy coverage (describe): The demonstration will
include individuals with M edicar e supplemental insurance and/or
Medicare+Choice. Statuterequiresthat the existing state program include
individualsthat have M edicar e supplemental coverage. EPIC Ex ispayer of
last resort, except for services provided through the Indian Health Service.

d. other (describe):

2. Individuas with Disahilities (ages to )
a Medicare beneficiaries
b. individuas with private pharmacy coverage (describe):
C. SSDI beneficiariesin 24-month waiting period for Medicare
d. logt SSDI due to earnings (disabling condition continues)
e could receive Supplementd Security Incomeif Federd digibility rules used (for

209(b) states)

f. other (describe):

3. Other (describe):

B. Income groups

1. 200 _ percent of FPL isthe ceiling for the demonstration expansion group for aged
individuals. NOTE, the CM'S proposed ceiling is 200 percent FPL or below. The current
Medicaid state plan coverage percentage level for this group is 100 _ percent FPL (if group
varies within the aged population, describe): Thisis the per centage of the FPL that
gualifies individualsin the 65 years of age and older age group for the Aged and
Disabled (AD Care) program.



Michigan Pharmacy Plus Waiver Application — Page 8

2. percent of FPL isthe celling for the demongration expansion group for individuas
with disabilities. NOTE, the CM S proposed ceiling is 200 percent FPL or below. The
current Medicaid state plan coverage percentage level for thisgroupis__ percent FPL (if
group varies within the disabled population, describe):

I ncome adjustments

1 Income is adjusted
a in the same manner asin Medicad for the group
b. in adifferent manner than in Medicaid (describe):

2. __ X__incomeis not adjusted

Assetstest (an assetstest of some level is recommended)

1 an asatstest will apply. Itis
a the same as the Medicaid assets test for the group
b. different from the Medicaid assets test (describe):

2. _ X__ noasststest will gpply

Enrollment limit

1. 42,000 isthetotd number of enrollees permitted to enroll in the demongtration (describe
how and why this number was chosen): The state should clarify whether enrollment
limits are year- goedific or if the enrollment limit is the maximum enrollment for the five
years. (For example, the state intends that 50,000 will enroll and the cap starts
whenever 50,000 people enrall; or the state intends that 50,000 will enroll in Y ear
One, 55,000 in Year Two, 60,000 in Year Three, etc.). The statewill cap
enrollment for any given month at not more than 42,000 beneficiaries. It
should be clearly understood that thisisarolling, point-in-time cap vs. a
cumulative cap on unduplicated persons participating in the program. This
number isbased on the anticipated amount of state funding that will be
available to serve asmatch. The number enrolledfor each of the five
demonstration yearswill depend on demand, the availability of state matching
funds and compliance with federal budget neutrality. Overall, funding
limitationswill be the principle factor controlling enrollment. Demand is
expected to exceed capacity. Therefore, enrollment will occur on afirst come,
first serve basis with priority assgned to per sons with incomebelow 150% of
thefederal poverty level.

2. There will not be an enrollment celling

3. The sate will not utilize an enrallment calling initidly, but will track budget neutrdity
and plansto utilize the enrollment celling & alater point in time (describe):
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macy benefits package

Conggtent with the pharmaceutica focus of Pharmacy Plus, the demonstration does not include non-
pharmacy benefit changes (such as reducing Medicaid coverage for other services or reducing coverage

for exising M
effectivenesst

edicad populations). The chalenge posed in Pharmacy Plusis to improve cost-
hrough maintaining the health satus of individuas and managing medications more

effectively. The drug rebate provisons of section 1927 of the Act are triggered by state payments for

prescriptiond

rugs under the plan by operation of the Pharmacy Plus demongtration project, and thus,

rebates may be collected from manufacturers for drugs provided to the expansion population. The

Federd share

of rebates paid will be returned to the Federd government.

The following describes the proposed benefits to be included in this demongtration (check dl that apply):

1.

a
b.

C.

a

b.

C.

3.

4.

X___ demondration digibility will be extended to those who have pharmacy coverage
through private hedlth insurance, and enrollees will receive:
assistance with private health insurance cost sharing (see Section V.H.);
_ X__wraparound services (See Section V.H.); Limited to individuals with a
limited pharmacy benefit through M edicar e supplemental insurance.
other (describe and See Section V.H.):

X___enrollees without private hedth insurance pharmacy coverage will receive
prescription drug coverage as follows:

____ thebenefit package will be the same as in the Medicaid state plan for non

demondration enrollees,

__X___thebenéfit package will differ from that in the Medicaid state plan for non

demongtration enrollees in that:

i. _ X__ certan classesof drugswill be excluded or limited (describe): Coverageis
restricted to most oral medications currently covered by Medicaid. Insulin
and syringes ar e also cover ed.

i. the number or frequency of prescriptions covered will be lessthan in the

Medicaid state plan for non-demonstration enrollees (describe):

il drugs covered only for specified conditions (describe):

V. other (describe):

other (describe):

the gtate limits bendfits to afinancid ceiling per of $ (describe):

other (describe):
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G. Pharmacy benefit management

Pharmacy Plus programs may use private-sector benefit management gpproaches consstent with the
requirements of section 1927(d) of the Act (such as pharmacy benefit managers, preferred drug lists,
prior authorization, pharmacist consultation, provider education, disease state management, and variable
enrollee cogt sharing) in order to more efficiently and effectively manage pharmaceutica costs and ensure
that spending stays within the Federal budget neutraity cap. In accordance with Section 1927 of the Act,
these benefit management approaches aso may be extended to some or al of the existing Medicaid
population, and the resulting savings used to asss in achieving budget neutrality. The demongtration will
include pharmacy benefit management asfollows:

1. X __ phamacy benefit manager (describe):

2.

a __ X_thisiscurrently used in the state Medicaid program, will continue to be
operated smilarly, and it is currently under contract with _First Hedlth Services

Corporation ;
b.  thisisnot usedin the state Medicaid program and will be used only for
demongtration enrollees,
c. __thiswill beintroduced with the demonstration and will apply to both the
demondtration and non-demonstration Medicaid population;
d. __ other (describe):

__X___ prior authorization consistent with Section 1927(d)(5) of the Act (describe)
Michigan currently employs an expanded prior authorization process usng the
services of a pharmacy benefit manager. Expanded prior authorization

requir ements have been implemented for about 40 drug classesin order to
maintain clinical efficacy and to improve health outcomes and patient quality of
life while addressing the high cost of providing phar maceutical products. Using a
clinically based model, the state Pharmacy and Ther apeutics committee selected
the drugsthat are considered best in these classes. These drugs, aswell as
those that fall within the reference price and for which the state has negotiated a
supplemental rebate, are placed on the preferred drug list. Drugsthat are not
included on the preferred list require prior authorization with medical
justification of necessity.

a __ X __thisiscurrently used in the sate Medicaid program;

b. thisis not used in the state Medicaid program and will be used only for
demondration enrollees,
C. thiswill be introduced as a state plan amendment with the demonstration and

will gpply to both the demonstration and norndemonstration Medicaid population
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3. formulary or formulary exdusons consstent with Section 1927(d)(4) of the Socid

Security Act (describe):

a ___ thisiscurrently used in the state Medicaid program;

b. thisis not used in the Medicaid program and will be used only for
demongtration enrollees;

C. thiswill be introduced as a state plan amendment with the demondtration and
will gpply to both the demonstration and non-demongtration Medicaid population;

d. other (describe):

H.  Coordination with other sources of pharmacy coverage — private, state,
and Medicare Plus Choice plans

Coordination with and non-duplication of existing sources of hedlth insurance is an important festure of
the Pharmacy Plus Demondtration. It maintains the position of Medicaid as payer of last resort and
provides an incentive for enrollees to continue to participate in private coverage, thus supporting the
maximization of participation in private insurance, employer sponsored insurance, COBRA, retiree hedth
insurance plans, Medigap plans and Medicare+Choice plans. Pharmacy Plusis designed to work
effectively with other Medicare pharmacy options.

The coordination and support can be:
Payments made to private carriers or to enrollees madein lieu of direct coverage of pharmaceuticas
under the Pharmacy Plus program; and/or
In the form of providing wraparound pharmaceutical coverage to bring private sources of pharmacy
coverage up to the level of the Pharmacy Plus benefit coverage.

In this demondtration, the following approaches will apply (check al itemsthat gpply — Also, See Section
V.F.1):

1 Subsidies/cost sharing assistance for private hedth insurance coverage will be
provided under the demondtration, and is clarified in the submitted budget neutrdity
information. The process for providing the subsidy will be described in the operational
protocol and CM S approvd of the payment methodology and amount will be requested.
Subsidies/incentives will be provided for enrollees to maintain coverage of the following:

a Private health insurance coverage (describe):
b. Medigap (describe):
C. Medicare-endorsed pharmacy discount cards. The demonstration includes

financid contribution towards the drugs purchased using the card (describe
coordination with the card and contribution to the purchase);
d. other (describe):
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2. __X__ Pharmacy coverage will be provided to enhance other sources of pharmacy
coverage, such as sate programs, Medicare+Choice and private sources of coveragein a
wraparound fashion in order to encourage participation in existing public and private sources
of care (describe): SeeF1

3. Other (describe):
4, Third Party Liability will be collected in the demondtration in the following manner
(describe):

5. __ X__ Third Party Liability will not be collected in the demonstration because:

a individuals with other pharmacy coverage are excluded;

b. X __ other (describe): The demonstration will require providersto identify and
bill other insurance (M edicare+Choice and Medigap) ahead of M edicaid.
M edicarewill be billed ahead of EPIC Ex for any covered drugs. The state
reservestheright to utilize resources of its TPL program to check for the
availability of other insurance and to disenroll anyone identified as having other
private coverage. Thedepartment will NOT utilize pay and chasetacticsfor this

program.

6. Coordination with other sources of coverage is not part of this demongtration
because:

l. Primary care coverage and related medical management (check all that
apply)

The demongtration includes a mechanism to ensure that demongtration enrollees have access to primary
care hedlth services that will assst with medicad management related to pharmacy products prescribed.
These aspects of the demondration will be implemented as follows:

1. X __ Demongration enrollees who have a source of coverage for primary care (for
example, Medicare coverage) will use their primary care providersto coordinate the
pharmacy benefit (describe): The program will use ProDUR and RetroDUR to
coor dinate car e between primary care physicians and the phar macy benefit.

2. X __ Demondration enrollees who do not have a source of primary care coverage will
receive primary care services through the demondration as follows:

a A primary care benefit the same asthat in Medicaid will be provided (describe):
b. A limited primary care benefit of number of vists per which
entall the following serviceswill be provided by practitioners.

C. _ X__ Primary care access will be ensured by connecting clientsto primary care



Michigan Pharmacy Plus Waiver A pplication — Page 13

sources for care in the community (e.g., Federdly qudified hedth centers/rura
hedth dinics, Ryan White providers, Indian Hedth Services facilities, Veterans
Affarsdlinics etc.) If the above is checked, the following must be checked and
completed:

I. __X__ daetowork with Primary Care Associations to facilitate access to
sarvices, DCH will seek theassistance of primary care and other medical
professional associationsto engage in a public/private partnership that
will facilitate effective case management and help ensure accessfor
enrolleesto primary care services.

i. geographic breakdown of FQHC services provided that demondtrates
adequate capacity to serve the demonstration population;

il __X__ pharmacy and state written materials for demongtration participants
include names, locations, and phone numbers of community sources of primary
care;

V. ord counsdling by pharmacists to include information on accessing primary
care;

V. Other (describe)

3. __X__ Other (describe): The demongtration will uselocal health departmentsto
provide assistancein finding a primary care provider.

J. Premiums and cost sharing information (check al that apply)

Flexibility to include cost sharing, smilar to that found in employer sponsored private hedth insurance
coverage, is an important festure of the Pharmacy Plus Demongtration. Enrollee cost sharing can bein
the form of annua or monthly premium assessments, per- prescription copayment requirements,
coinsurance, deductibles, and coverage limits. Cost sharing helps the state to operate a budget neutral
program and encourages persond responsibility and involvement of enrolleesin their hedth care. States
may require that cost sharing be met by demondtration participants (i.e., those in the expansion
population) in order to receive benefits under the program. Cost sharing may be used to reduce program
costs by requiring enrollee payments. To encourage the use of generic drugs and to discourage the use of
costly drugs for which there are lower cogt dternatives, Pharmacy Plus encourages states to use athree-
tier system of copayments. Cost sharing models used in Pharmacy Plus may be designed to protect
people with most severeillnesses or disabilities by offering “stop-loss’ protection againg the cumulative
impact of copayments and deductibles

1. X __ Theproposed program will include enrollee cost sharing (enrollment fees, premiums,
copayments, coinsurance, deductibles, etc.):

a __ X__ Enrollment feeswill be required and are_$25  every enrollment period of _12
months. |If the fees vary according to individual FPL, specify below (describe):

b. Premiums will be required:
i. _ Premiumsaretiered or charged according to adiding fee schedulethatis_~
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attached or described below:

i. Premiums are fixed in the amount of $ per person
ona monthly basis, annua badis, or other (described):
il Other (describe):

. _X _ Copayments and Coinsurance:

i. __ three-tiered copayment system (describe):

ii. inthe amount of per prescription; or

ii. _ Enrollesswill have different co-payments for single source, branded multi-
source, and generic drugs, according to the following schedule (describe):

ji. Brandname$ __ per prescriptionor ___ percent of the cogt;

iv. Branded multi-source: $ per prescription or percent of the cost;
v. Genaic.$ per prescription or percent of the cogt.
: Deductibles (describe):

. X__ Cod sharing requirements will vary with utilization (i.e.,premiums, copayments,
and coinsurance)
I. Cog sharing amounts/requirements will decrease as individuas use more
services (describe):
i. Cod sharing amounts/requirements will increase as individuas use more
services (describe):
iii. X __ Other (describe): The program will employ a cost sharing formula
mandatedin state legisation that gover ns operation of the EPIC program. This
formula uses a diding scale based on total annual household incometo establish
a cap on how much a beneficiary isrequired to pay during each month. For
personsat or below 100% of the Federal Poverty Level, the cap amountsto
1/12" of 1% of annual household income. For per sons whose income is over
100% but not morethan 125% of the Federal Poverty Level, the cap is1/12" of
2% of annual household income. For per sonswhose incomeisover 125% but
not morethan 150% of the Federal Poverty Level, the cap is1/12" of 3% of
annual household income. For personswhoseincomeisover 150% but not more
than 175% of the Federal Poverty Level, the cap is1/12" of 4% of annual
household income. For per sonswhoseincomeisover 175% but not morethan
200% of the Federal Poverty Level, the cap is1/12" of 5% of annual household
income.
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Coinsurance amounts equal to 20% of thecost areimposed on the beneficiary
up to the cap for any given month. Enrollees cannot be char ged mor e than 20%
of the cost of a single prescription unless a brand nameis purchased when a
generic equivalent isavailable. In this case, the program will requirethe
assessment of an additional $15 co-payment. These additional co-payments do
not count towar ds a beneficiary’s monthly cap. Unused co-pay obligations carry
forward to the next month until the end of the benefit year. (The co-

pay obligation aggregates to a benefit year obligation.)

2. The proposed program will not include enrollee cogt sharing that differs from thet in the
Medicaid state plan

3. The proposed program will include enrollee cost sharing stop-loss protections
(describe):

4, Other (describe):

The demonstration will deliver servicesin the following manner (check al that
apply)

1 Serviceswill be delivered through private heglth insurance coverage.
2. X __ Seviceswill be ddivered fee-for-service through this demondration

3. Serviceswill be delivered through a system other than fee-for- service through this
demongtration (describe):

4. X __ Serviceswill be ddivered through this demongtration using the same network of
providersthat deliver comparable services to Medicaid beneficiaries.

5. Searvices will be ddlivered through this demongtration using a subset of providers that
deliver servicesto Medicaid beneficiaries.

6. Sarvices will not be delivered by providers that serve Medicaid beneficiaries
(describe how providers will be sdlected):

7. Other (describe):
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V. BUDGET NEUTRALITY

The Federd costs of services provided during the demonstration will be no more than 100 percent of the
expected costs of providing Medicaid services under current law without the demongtration. A new
population that would otherwise not be digible for Medicaid will be able to obtain prescription drugs
paid for by Medicaid. While the demonstration includes individuas who are not otherwise digible for full
Medicaid coverage, this new population could become digible for full Medicaid coverage over thelife of
the demongtration through deterioration in their hedth status and reduced income due to high medica
expenses. Federal payments will be provided for the Pharmacy Plus costs incurred for the demonstration
population to the extent that Federal Medicaid payments to the state do not exceed what would
otherwise be paid.

The groups subject to budget neutrdity - caled the impacted population - are those expected to generate
savings for the state because participantsin Pharmacy Plus will incur less costs and remain hedthier,
thereby creating adelay in the need for full benefit Medicaid, in effect, be diverted from becoming digible
for full Medicad digibility. While the expenditures for these groups are included in budget neutrdity, the
benefits of the existing Medicaid digibility groups are not to be dtered. Cutbacksin digibility for exising
Medicaid dligibility groups covered under the state’'s Medicaid Plan cannot be used as a source of savings
for purposes of meeting budget neutraity. Savings that do not reduce bendfits or limit digibility but are
achieved through better management of pharmacy services to existing Medicaid populations may be
consdered in the budget neutraity caculations. States should include only direct Medicaid costs and
savingsin their budget neutraity caculations.

The Terms and Conditions of Approva will specify that demongtrations must be in compliance with
Federd law and regulation related to sources and uses of Medicaid financing. In its budget neutrality
caculations, the sate should be able to demondtrate the impact of any recent changesto Medicaid law
and regulation in its without-waiver and with-waiver calculations. For example, a state with an approved
Upper Payment Limit plan, entitled to a trangition period, under regulation, must demonstrate how the
excess payments made under the UPL plan will be phased out during the waiver.

The Terms and Conditions of Approva will specify the aggregate financid celling for future expenditures
for which Federd financid participation (FFP) will be available. Under the aggregete celling methodology
the state and Federd authorities must reach agreement prior to demonstration approval on cost and
eigibility trend rates. The trend rates will then be in place in the budget ceiling during the demongtration.

The attached budget shell relies upon a credible methodology that estimates a budget neutral program.
When a Pharmacy Plus demondration entirely or partidly subsumes a state-only funded pharmacy
program, the state must provide documentation as to how Medicaid expenditures will be reduced under
the demondtration (compared to the “without demongtration” levels) and how budget neutrdity will be
achieved. The attached budget shell X was used in the development of the budget neutrdity celling.
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A. Impacted budget neutrality population. Table V.1 identifies the Medicaid populaion
groups that are included in the budget neutrality caculation (i.e., the impacted population).

Table V.1 (check al groups that apply):

Population

Al
L)

Institutionalized
(2

Community Dwelling

3)

Other (described):
4)

Aged

X

Blind/Disabled Adults

Blind/Disabled non-Adults

Blind and disabled adults aged 65 and older areincluded in the budget neutrality analyss.

B. Costs. The dtate estimates the services cost of this program will be $ 334,524,605 over its

_ 5 year demongtration period.

Refer to attached Excel spreadshect for detalls.
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VI. EXPENDITURE AUTHORITY

Thefollowing authority isneeded for thisdemonstration under costs not other wise matchable
(item is checked to verify the request):

A. X __ Section 1115(a)(1) authority of the Social Security Act is requested to enable the state to
restrict freedom of choice of provider through a method such as pharmacy benefit management.

B. _ X__ Section 1115(a)(2) authority of the Socia Security Act is requested for the following
expenditures to be made under the _ EPIC Ex_ demongtration (which are not otherwise included
as expenditures under section 1903) for the period of the demonstration to be regarded as
expenditures under the Title XIX program.

Expenditures for extending pharmacy benefitsfor _adult_ individuals _over age 65
at or below 200 _percent of the Federa poverty level (FPL) who are Medicare
digible, meat dl applicable Medicaid non-financid digibility criteria and are not
otherwise Medicaid digible under the state plan except for Medicaid coverage of
Medicare premiums or cost sharing.

In addition, the following will not be applicable in this demondration:

Premiums and Cost Sharing under Section 1916: To permit fixed premiums, and
cogt sharing that is more than nomind, to be imposed on and collected from demonsgtration

participants.

Amount Duration and Scope of Services under Section 1902(a)(10)(B): To permit the
date to offer demondtration participants benefits that are not equa in amount, duration and
scope to traditiond Medicad beneficiaries.

Retroactive Eligibility under Section 1902(a)(34): To permit the State not to offer
demondration participants retroactive digibility.

Premiums under Section 1902(a)(14): To permit the state to impose on and collect
premiums from demongtration participants in excess of those that would be permitted under
section 1916.
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VII. EVALUATION

The purpose of Pharmacy Plusisto expand coverage of a prescription drug benefit to Medicare low-
income aged and disabled, and, by so doing, to divert or defer entry by these individuas into the
Medicaid program. Budget neutrdity is a feature of these demongtrations and is designed to track the
overal cost and savings of the program. However, it isimportant to evaluate these demongtrationsin
other than budgetary terms. To understand how effective the program is for individuas, provide a
description below of the state context of the program, the gods for the program, and how the program’s
success will be evauated. In addition, CM S intends to conduct an independent evauation of severd of
the Pharmacy Plus demongtration projects.

Included as an Attachment to the Application are the following:

A. _ X __ Current State Context. Provide an assessment of the current pharmacy coverage status of
individuds in the state which includes summary information of individuals whose incomes are & or
below 200 percent FPL who:

1. _ X __ donot have private insurance or other coverage of pharmaceuticals;

2. __ X__ aeinthe gate only funded pharmacy program;

B. _ X __Thedaé€ sgod for increasing pharmacy coverage to the population targeted by the
demondration, including:

1. X the dat€' sdemondration hypothess;
2. _ X__ theda€ sexecution of the hypotheses via the demonstration project operation
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VIIl. ADDITIONAL REQUIREMENTS

In addition to the above requirements, the state agrees to the Pharmacy Plus Mode Specia Terms and
Conditions (STCs) of Approval, and agrees to prepare the Operational Protocol document as described
inthe Model STCs. During CMS s review and consideration of this demonstration request, using the
Model STCs, we will work with CMSto develop STCsthat are specific to this request that would
become part of the gpprova of demondtration authority.

This demongtration proposd issubmittedtoCMSon - -

Date Name of Authorizing Officidl, Typed

Name of Authorizing Official, Signed



PHARMACY PLUS

A DEMONSTRATION PROGRAM UNDER SECTION 1115
Attachment 1

Public Notice (Assurance D Description)

Provide a description of the public notice process for Pharmacy Plus, including varying activities and
stakeholder groupsincluded in each:

The public notice process for the Pharmacy Plus program will adhereto the process used for
public notice by the Michigan Medicaid program for Medicaid bulletins. Accordingly, public
notice requirements published in the Federal Register on September 27, 1994 will be followed.
The Medicaid program provides notice to 12 newspaper s published in markets throughout the
date. A brief description of the Pharmacy Pluswaiver proposal will be printed in the public
notice with direction to the Department of Community Health website wher e the waiver will be
posted for the publicto review in itsentirety. The public will have 30 daysin which to provide
written comment via a link on the website or on paper. The mailing address to which comments
may be directed will be published in the newspaper notice aswell as on the website.

The Michigan Medicaid program will provide opportunity for Tribal Consultation on the
Pharmacy Plus demonstration waiver. A letter informing the Michigan Tribes of the Phar macy
Pluswaiver submission will be mailed to the Tribes on the day the waiver is submitted to CM S.
Identical letterswill be mailed to Inter-Tribal Council and the urban Indian organizations. The
letter directsthe Tribestothe MDCH web site and will offer 30 daysin which to provide
comment asrequired by the State Medicaid Director Letter (SMDL) #01-024. In itsletter to
the Tribes, the Department will also extend the opportunity to schedule a face-to-face meeting
or a conference call to discuss the components of the waiver and to accept comment.

In addition, notification of the Phar macy Plus demongtration will be provided to the Department
of Community Health’s Office of Servicesto the Aging for digtribution to its network of
providersand consumers. The Michigan Association of Area Agencieson Aging will also be
provided with an opportunity to comment through the public notice process. All of the Senior
EPIC Centersthat work with the existing EPIC program will beinfor med of the waiver
submission through an EPIC Advisory notice that isusedto inform the centers of any program
changes or provide clarification to palicy.




PHARMACY PLUS

A DEMONSTRATION PROGRAM UNDER SECTION 1115
Attachment 2
DEFINITIONS

Budget Neutrality —The policy for Section 1115 demonsirations under which the Federal costs of

services provided during the demonstration will be no more than the expected Federd cost to provide
Medicaid services without the demongtration.

Budget Neutrality Ceiling —An expenditure limit, negotiated between the state and CM S, placed on
the amount of FFP available to a state under the demongration. The expenditure limit for Pharmacy Plus
walversis caculated using the aggregate method. The aggregate expenditure limit is calculated as afixed
amount that does not vary based upon enrollment changes in the Sate.

Private Health Insurance - Group hedth plan coverage and health insurance coverage as defined in
section 2791 of the Public Hedlth Services Act.

Expansion population - Individuds digible for benefits under the state Pharmacy Plus demondiration
program who are not enrolled in the regular Medicaid program.

Traditional M edicaid benefit — The Medicaid benefit package available to individuas who are digible
under the state plan for Medicaid without the Pharmacy Plus waiver.

| mpacted population - The Medicaid digibility group or groups whose Medicaid costs are included in
the budget neutrality cap. Under Pharmacy Plus, the Sate is expected to achieve savings from this group
because of the diverson from the regular Medicaid program of a proportion of the expansion population.

Enrollee Cost Sharing — Premium charges, enrollment fees, deductibles, coinsurance, copayments or
other smilar feesthat the Pharmacy Plus enrollee is responsable for paying. Cost sharing for Pharmacy
Plus enrollees can deviate from requirements in Medicaid and can be used to reduce program costs by
requiring participant payments, encouraging the use of non-brand drugs, and can vary to moderate out of
pocket burdens for high utilizers.

Enrollment Ceiling -- A number limit on demongtration program enrollment. States may use an
enrollment ceiling to limit the numbers of individuas enrolled in the demongtration so that financid risk for
demondtration cogts is minimized. States may not enact an enrollment ceiling for the non-demondtration
Medicaid program.
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Drug Rebates - The quarterly payments made by the pharmaceutica manufacturer to the state
Medicaid agency, as caculated in accordance with section 1927 of the Socia Security Act and the
provisons of the agreement between the manufacturer and the Secretary. States can receive rebates for
pharmaceutica products in Pharmacy Plus as long as a state payment is made for the drug.

Wraparound Coverage - Pharmacy Plus coverage of services not covered under a beneficiary’s
private hedth insurance. Examples of wraparound coverage include a Pharmacy Plus program paying for
drugs not covered by private insurance, a Pharmacy Plus program covering an amount of drugs in excess
of that covered by private insurance (for example, if the private insurance coverage includes three
prescriptions per month, Pharmacy Plus could pay for additiona prescriptions); and Pharmacy Plus
coverage when a private insurance financia benefit is exceeded.

Termsand Conditions of Approval - A document produced by CM S which provides conditions
which states must follow in order to receive gpproval of their Pharmacy Pluswaiver.

Operational Protocol - A stand-aone document that reflects the operating policies and adminigtrative
guiddines of the Pharmacy Plus waiver.

Prior Authorization — Requiring gpprova of the drug before it is dispensed as defined in 1927(k)(6) of
the Act.

Formulary or Formulary Exclusions - A list of prescription drugs developed in accordance with
1927(d)(4) of the Social Security Act.

M edicar e Savings Programs - Medicare beneficiaries who have low income and limited resources
may receive help paying for their out-of-pocket medical expenses from their State Medicaid program.
There are various benefits available to "dud digibles’ who are entitled to Medicare and are digible for
some type of Medicaid benefit.




Attachment 3

Michigan
Pharmacy Plus Waiver
EPIC Ex Program

Supplementa Information
Introduction

Michigan is seeking approva for afedera Medicaid Pharmacy Plus wavier to provide prescription drug
coverage for people age 65 and older with income at or below 200% of the federa poverty levdl.
Known as EPIC Ex, this demondration will draw federal matching funds to expand the existing Elder
Prescription Insurance Coverage (EPIC) program that is funded entirely with state dollars.

In order to qudify for enrollment, a person can have no other type of prescription drug coverage except
for supplementd Medicare. In addition, they may not have a pharmacy benefit under regular Medicaid
and must be nor+indtitutionalized residents of the State for at least three months prior to gpplying for
benefits.

Enrollees will pay an annud $25 enrollment fee, and will be responsible for 20% of the cost of each
prescription, up to a capped amount per month that is based on the amount of household income. An
additiona co-payment isrequired if abrand name drug is purchased when an equivaent generic verson
isavalable. EPIC Ex covers most prescription drugs plusinsulin and syringes for diabetics. Wrap-
around coverage will be provided for people with alimited drug benefit under aMedigap policy. The
Michigan Pharmaceutical Products List will apply.

The existing EPIC program covers approximately 15,000 individuas. With the federdl match that is
available under this waiver, the program will be expanded to cover as many as 42,000 people. Because
it islikely that demand will exceed available dots, priority will be given to people with income below
150% of poverty. Over the life of the waiver, program size will depend on the availability of state dollars
to serve as state match.

The following information is provided to supplement and support whet is presented in the standard
Pharmacy Plus waiver template. The anticipated begin date is July 1 of 2003, and the waiver will cover
five years, with an ending date of June 30, 2008. Each demongtration year will therefore run from July 1
through June 30. This schedule is subject to change if there are any delays in implementation.
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State Context

The purpose of Michigan's Elder Prescription Insurance Coverage Expansion (EPIC Ex) program isto
improve the hedth of as many as 42,000 low-income persons age 65 and older by providing them with a
pharmacy benefit that would not otherwise be available. Asaresult of their improved hedth status, many
of these people will be diverted from enrollment in regular Medicaid. Money saved as aresult of this
diverson will be used to pay for EPIC Ex.

In 2001, it is estimated that Michigan's population contained more than 277,000 people age 65 and
older with income between 100 and 200% of the federa poverty level. While most of these people are
likely to have basic hedth coverage through Medicare, alarge number do not have a suitable pharmacy
benefit. For people age 65 and older whose income is below 100% of the federa poverty level and who
meet other digibility criteria, a pharmacy benfit is provided through regular Medicaid.

Among al Medicare beneficiaries in the United States, gpproximately half are believed to have
supplementa insurance with a standard pharmacy benefit. Of the remainder, gpproximately 2/3 have no
drug coverage while the other third have alimited benefit. Supplementa policies such as Medigap can be
purchased for services such as prescription drugs that are not covered by Medicare, but the cost is very
high, especidly if astandard insurance benfit isincluded. Therefore, most low-income ederly cannot
afford such coverage, and it islikely that the percentage of people who lack an adequate prescription
drug benefit is higher for low-income ederly than for the entire universe of Medicare enrollees.

To the extent that numbers reflecting the country as awhole can be gpplied to Michigan, at least 139,000
people between 100 and 200% of the federd poverty level have either inadequate pharmacy coverage,
or no coverage a al. Itisthisgroup that Michigan will target with its Pharmacy Plus waiver.

Goalsfor the Program

An emerging body of research suggests that access to drugs, including newer and more expensve
products, will reduce overdl costs through improved persona health and a reduced need for more
expensive hedlth care sarvices. With comprehensive prescription drug coverage such as that which will
be provided through Michigan’s Pharmacy Plus waiver, low-income seniors whose income and/or assets
are too high to qudity for Medicaid will have their prescription needs met, thereby increasing the
likdihood that their heglth will be maintained. As aresult, the eroson of persona resources will be
prevented and the likelihood that they will need to enrall in regular Medicaid will be reduced.

By providing coverage for up to 42,000 low-income ederly citizens, Michigan expects to divert enough
people from the Medicaid program to reduce average monthly enrollment by approximately 3,000.
Savings will accrue by reducing the need for more intensive services such as nursaing home care, inpatient
hospitdization and other expensive services that are covered by Medicaid.

In addition to savings redlized as aresult of diverson from Medicaid enrollment, EPIC Ex will achieve
federal budget neutrdity by utilizing savings achieved through the gpplication of its preferred drug list to
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al categories of Medicaid enrollees whose age is less than 65 years. The Michigan Pharmaceutical
Products List (MPPL) will reduce the cost of prescription drugs for dl Medicaid beneficiaries, including
the expansion group to be enrolled in EPIC Ex. For purposes of caculating federd budget neutrdity,
only those savings that can be attributed to enrollees under age 65 are included so asto avoid possible
problems related to double counting. The amount of savings achieved through the MPPL for the regular
Medicaid population under age 65 will be added to savings achieved through diversion to establish the
aggregate cap, or portion of cogtsincurred by EPIC Ex that will be digible for federa match.

Existing State-Funded Pharmacy Program

Michigan's exigting pharmacy program for low-income ederly will be subsumed within Pharmacy Plus,
thereby alowing the gtate to Sgnificantly increase the number of enrollees. The Elder Prescription
Insurance Coverage (EPIC) program was implemented in October of 2001 to assst the state’ s low-
income seniors with the cost of their prescription drugs. EPIC replaced the Michigan Emergency
Pharmaceutical Program for Seniors (MEPPS) and the Michigan Senior Prescription Drug Tax Credit
program that provided limited prescription assistance to seniors. Individuals who participated in these
former programs were given the first opportunity to enroll in EPIC.

To qudify for EPIC, individuas must have a gross household income thet is equd to or less than 200
percent of the federd poverty level (FPL). Applicants must be non-ingtitutionaized residents of the Sate
for at least three months prior to goplying for benefits, and they are not digible if they have any other
type of prescription drug insurance coverage. EPIC has a non-refundable $25 application- processing fee
that isrequired of every gpplicant. The benefit period for EPIC is one year from the date of enrollment
and must be renewed annualy. Except for the emergency component, enroliment is not currently open
for new participants.

EPIC covers most prescription drugs plus insulin and syringes for diabetics. The State of Michigan hasa
list of drugs from which it prefersthat physicians prescribe because these drugs have been proven to be
both therapeutically sound and cost effective. Drugs that have not been chosen for thislist may require
prior authorization before they are paid for by EPIC.

All EPIC enrollees are responsible for co-payments. The co-payment amounts are based on the
participant’ s total annua household income. At the time of enrollment, participants are notified of their
maximum annua co-payment. This amount is divided into twelfths so that a monthly amount must be met.
If the co-payment is not met in that month, the co-payment is cumulative, and any remainder is added to
the following month’s co- payment. The co-payment does not carry over from one benefit year to
another. No co-payment for asingle prescription may exceed 20 percent of the total cost of the drug.

EPIC encourages the use of generic drugs. If abrand name drug is prescribed and dispensed when a
genericaly equivdent drug is available, a$15 co-payment in addition to the monthly out- of- pocket share
will be charged.

Routine enrollment in EPIC is currently closed. However, EPIC has an emergency enrollment
component that is available for individuas who meet the qudifying criteria Emergency enrollment
requires that individuas have household income at 150 percent or less of the FPL and atrue medica
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emergency mugt exist. The emergency enrollment period is 45 days and the emergency benefit is
available up to two times ayear.

Development of the Program Budget

Michigan has developed a budget for its proposed Pharmacy Plus waiver with a plan to achieve federd
budget neutrdity based on a methodology that is fundamentaly consistent with the approach sanctioned
by CMS. This methodology is reflected in the attached budget shell spreadsheets that have been
adapted from forms that were developed by CMS.

Michigan’s methodology is described in detail below, ong with an explanation of components that
deviate from the modd present by CMS. Criticd factors that must be considered in developing a
financing plan include (1) maintaining federa budget neutraity and (2) recognizing limitations on the
avalability of sate fundsto serve aslocd match over the five-year life of the proposed program.

There will be two components to determining the amount of federa match that is avallable to support
Pharmacy Plus, and likewise for establishing an aggregate funding cap for this program. Thefirg
component involves diverson from full Medicaid coverage of people age 65 and older as aresult of
having a pharmacy benefit. This approach has been embraced by CM S through its approva of
pharmacy waiversin other states and is reflected in atemplate developed by CM S for statesto usein
developing their own waiver program. A second component alows consideration of savings that result
from private sector adminigtrative modds such as the Michigan Pharmaceutica Products Lig.

1. Diversion

Medicaid digible months and paid clams data were obtained for the ABAD (Aged, Blind and Disabled)
over age 65 and OAA (Old Age Assistance) programs covering fisca years 1998 through 2002. Costs
related specificaly to pharmacy were subtracted to reflect federd drug rebates. Mentd hedth costs
based on arate per member month were added. The vaue of savings which can be attributed to the
Michigan Pharmaceutical Products List, which would otherwise be reflected in regular paid claims data,
were also added back into total paid claimsfor fisca year 2002 in order to accurately trend “without
walver” codts. In this case, “without waiver” aso assumes that the MPPL does not exist.

Using these data, an average aggregate cost per member per month (pmpm) by fiscd yeer for dl
Medicaid coverages was caculated. Consstent with the methodology sanctioned by CMS, dligible
months and the cost per member per month were trended over the five-year life of the waiver. Trending
of the cost per member month deviates from the CM S template by incorporating a“sum of years digits’
cdculation. Thisisdoneto assign greater vaue to the most recent budget years, the assumption being
that more recent years serve as a more accurate indicator of future activity. Trended member months are
then multiplied by trended costs per member per month to arrive at an estimated annua cost for serving
persons over 65 years of age through the five-year life of the waiver beginning on July 1, 2003. An
adjustment has been made to the projected pmpm cost for the first year of the waiver to account for
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additiond funding thet will be redlized from a quaity assurance assessment on nursng homes. The
impact of this assessment is then trended forward as part of tota paid claims.

Diversion factors are applied to dl persons who are age 65 and older in the OAA and ABAD aid
categories at 2 percent for the first two years and then 3 percent for the remaining three years of the
waiver. Michigan has opted to use diversion factors that are more conservative than those used by other
states.

2. Michigan Pharmaceutical Products List

A second component of federd budget neutrdity involves a cdculation of savings from the Michigan
Pharmaceutical Products List (MPPL). According to language within the CMS waiver template, states
are dlowed to apply benefits achieved for the entire Medicaid population resulting from administrative
initiatives such as the MPPL to revenue neutrality caculations for the Pharmacy Plus waiver. States are
encouraged to use private-sector benefit management approaches such as pharmacy benefit managers,
preferred drug ligts, prior authorization, pharmacist consultation, provider education, disease sate
management, and variable enrollee cost sharing in order to more efficiently and effectively manage
pharmaceutica costs and ensure that spending stays within the Federd budget neutrdity cap.

Michigan intends to count savings garnered through the MPPL. However, to avoid potentia problems
related to the possible double counting of savings, only savings attributed to persons under age 65 will be
used. Savings from the MPPL are dready incorporated into “with waiver” cogts for the age 65 and
older group as aresult of trending that was done for the diverson component.

MPPL savings are based only on Michigan’sfee for service Medicaid program. Paid clamsfor
pharmacy and digible months are broken out into categories that are appropriate for establishing trends.
Theseinclude aid categories (TANF L, TANF non-L, OAA and ABAD), age (65 years and older,
under 65) and Medicare status (dua and non-dual). Data have been pulled by month dating back to
fiscal year 1998. Aswith the diverson component described above that addresses total paid clamsfor
beneficiaries over age 65, trends will be developed both for per member per month costs and for digible
months.

Using gatistica trend modeling, digible months and pharmacy paid daims were trended by month
through fisca year 2003. Per member per month costs were then multiplied by digible monthsto
develop an estimate of paid claims by month for fisca years 1998 through 2002 (actud experience) and
2003 trended by month. These projections were then aggregated into fisca years, thus making it
possible to calculate an estimate of €igible months and a per member per month cost by fiscal yesar.

Eligible months and pmpm costs were then trended forward by fiscd year through the five-yeer life of the
waiver. It should be noted that €igible months for the under age 65 Medicaid population used to
cdculate savings from the MPPL were held steedy through the life of the waiver in anticipation of factors
that could not be addressed by available trending tools. Aswith the diverson component, trended
eligible months were multiplied by trended cost per member per month to calculate an estimate of the
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totd pharmacy cost by year through the five-year life of the waiver. This method was gpplied to both
“with MPPL” and “without MPPL” scenarios. Once adjustments were made to account for rebates
under each scenario, savings that are expected to result both from diversion of persons over age 65 and
the MPPL were added together to establish the amount of money available for federal match under the
walver.

3. Pharmacy Plus Program Costs

To complete an andysis of “with waiver” codts, the cost of providing a pharmacy benfit to the
expansion population (persons served under the waiver) was developed. Basic assumptions are as
follows

Pharmacy Plus will cover up to 42,000 average digibles per month during the first year. That
number will likely decrease through the remaining years of the waiver based on the amount of
state match that is expected to be available.

Based on experience with pharmacy paid claims (1) for persons age 65 and older who are
served in the Medicaid program and (2) for personsin EPIC, it is estimated that the per member
per month cost during the first year of program operation will be $122 net of rebate. From that
point forward, pmpm costs were increased at arate Smilar to the projected increase in costs for
pharmacy services for dl Medicaid beneficiaries age 65 and older.

Eligible months are multiplied by projected pmpm costs to calculate an estimated annua cost for
the Pharmacy Plus program.

“With waiver” costs equd (1) costsincurred without the waiver for Medicaid beneficiaries who are age
65 and older (2) minus costs saved by diversion resulting from a pharmacy benefit (3) plus the estimated
cost of the Pharmacy Plus program. The aggregate payment limit thet isto be used for determining
alowable federa match includes “without waiver” costs for the age 65 and older Medicaid population
plus savings for the under age 65 Medicaid population attributable to the Michigan Pharmaceutica
Products List.

Michigan’s Phar maceutical Best PracticesInitiative

The Michigan Pharmaceutica Best Practices Initiative (MPBPI) began with the implementation of the
Michigan Pharmaceutical Products List (MPPL) in February 2002. It isdesigned to cover al pharmacy
programs funded through the Department of Community Hedth. By establishing aclinically based mode
for the identification of drugs requiring prior authorization and medicd judtification, the initiative provides
the state with a comprehensive drug management tool.

Nearly 1.5 million Michigan resdents recelve pharmacy benefits through the Michigan Department of
Community Hedlth. They include persons covered through Medicaid Fee-for Service, Medicaid HMOs,
Elder Precription Insurance Coverage Program (EPIC), Community Mental Health, MIChild (SCHIP),
Children’s Specid Hedth Care Services, and Maternd Outpatient Medica Services (MOMS).
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Together, these programs account for $1.1 hillion in drug expenditures annually. The fee-for-service
drug expenditures done grew by 100% over afour-year period. Asaresult, Medicaid expenditures
have become the largest single driving force in the state budget. The Pharmaceutical Best Practices
Initiative represents an attempt to maintain benefits while holding the line on cods.

The establishment of asingle, comprehensive Pharmaceutical Products List dlows the date to utilize
purchasing concepts from the private sector. Prior Authorization programs have been in effect for a
mgority of private insurance companies for years. The Michigan Medicaid program, especidly with the
fee-for-service population, had historicaly done very little in the way of prior authorization or other types
of drug management. However, prior authorization of prescriptionsis a permissible restriction under
Section 1927(d)(1) of the Socia Security Act, which says, “A State may subject to prior authorization a
covered outpatient drug.”

The cornerstone of the MPBPI is the establishment of the Pharmacy and Therapeutics (P & T)
Committee. This group sdlects therapeutic drug classes for review and performs clinical andlysis on the
individua drugswithinthat dlass. A “reference drug’ isidentified, based on the characterigtics of the
therapeutic class. The committee then determines if any of the drugs in the class require its patients to be
“grandfathered” or exempted from the prior authorization requirements. For example, many of the anti-
depressant and anti- psychotic drugs are grandfathered, due to the unique benefits of these drugs for the
patients who use them.

After the clinica preference of adrug has been determined, a price equity evauation is done to determine
the amount of a possible supplementa rebate necessary to bring a higher priced drug in line for preferred
drug gatus. The Preferred Drug Ligt is therefore comprised of the reference drugs selected by the P& T
Committee, drugs priced lower than the reference drugs, and drugs whose price is offset by a
supplementa rebate. It should be noted that the best practices initiative is not alowed to accept
“gimmicky” dternatives such as pill splitting or unproven disease management programs. Non-preferred
drugs require prior authorization and medica jutification before they can be dispensed through the

program.

To date, the Michigan P & T Committee has reviewed some 40 therapeutic classes that are part of the
MPPL. These drugs represent 75% of the Medicaid pharmacy expenditure. Since the implementation
of the MPPL, the average cost per claim has been reduced by $3.39.



SUMMARY SHEET

5 Year Historical Trends Summary for Mcaid

cost elig pmpm
MA age 65 and older in state history 6.23% 0.75% 5.44%
MA age 65 and older in wow 0.75% 7.22%
Pharmacy paid claims in history 13.74% -6.04% 21.05%
Pharmacy paid claims with PDL NA NA

WITHOUT WAIVER/PDL BUDGET TOTAL
WITH WAIVER/PDL SP TOTAL

5 year Demo Population Costs
SAVINGS

$12,488,268,566.88
$11,418,021,024.56
$333,510,962.84
$736,736,579.48

DIVERSION NUMBERS

1 2
Pop 1 WOW 1,205,383 1,214,423
Indiv diversion 24,108 24,288
Pop 1 mths W/W 1,181,275 1,190,135
Pop 1 W/W 98,440 99,178
% diversion 98% 98%
Pop 2 WOW 4,294,694 4,294,694
Indiv diversion* 0 0
Pop 2 mths PDL 4,294,694 4,294,694
Pop 2 357,891 357,891
% Diversion 100% 100%

3 4
1,223,532 1,232,708
36,706 36,981
1,186,826 1,195,727
98,902 99,644
97% 97%
4,294,694 4,294,694
0 0
4,294,694 4,294,694
357,891 357,891
100% 100%

5
1,241,953
37,259
1,204,695
100,391
97%

4,294,694
0
4,294,694
357,891
100%

total or ave
6,117,999
159,342
5,958,657
496,555
97%

21,473,472
0
21,473,472
1,789,456
100%

* PDL benefit not a function of diversion.




TEMPLATE FOR PHARMACY PLUS DEMONSTRATION COST DATA
Historic (Current Law Pops)

A B C D E F G

5 |SPECIFY TIME PERIOD AND ELIGIBILITY GROUP SERVED:

6 BY-4 BY-3 BY-2 BY-1 FY02 5-YEARS

7 |TOTAL EXPENDITURES

8 |MA 65 & Older $ 1,058,757,168 $ 1,040,388,380 $ 1,127,782,310 $ 1,256,646,750 $ 1,348,441,534 $ 5,832,016,143
| |ELIGIBLE MEMBER

9 |[MONTHS 1,154,656 1,166,311 1,179,910 1,187,749 1,189,724

10 |COST PER ELIGIBLE $ 916.95 | $ 892.03 | $ 955.82 | $ 1,058.01 | $ 1,133.41

11 |TREND RATES 5-YEAR

12 ANNUAL CHANGE AVERAGE

13 TOTAL EXPENDITURE -1.73% 8.40% 11.43% 7.30% 6.23%

14 |ELIGIBLE MEMBER MONTHS 1.01% 1.17% 0.66% 0.17% 0.75%

15 COST PER ELIGIBLE* -2.72% 7.15% 10.69% 7.13% 7.22%

16

17 |TOTAL EXPENDITURES

MA Pharmacy: Aid

18 |Categories <65 Years $166,822,543 $132,637,122 $150,876,455 $222,604,936 $279,235,337 $952,176,393
| |ELIGIBLE MEMBER

19 [IMONTHS 5,508,971 3,456,804 3,116,543 4,089,835 4,294,694

20 |COST PER ELIGIBLE $30.28 $38.37 $48.41 $54.43 $65.02

21 |TREND RATES 5-YEAR

22 ANNUAL CHANGE AVERAGE

23 TOTAL EXPENDITURE -20.49% 13.75% 47.54% 25.44% 13.74%

24 |ELIGIBLE MEMBER MONTHS -37.25% -9.84% 31.23% 5.01% -6.04%

25 COST PER ELIGIBLE* 26.71% 26.17% 12.43% 19.46% 19.42%

26

27 |[TOTAL EXPENDITURES
| 28 |Pop. 3 $ = $ = $ = $ = $ = $ -

ELIGIBLE MEMBER

29 [MONTHS NA NA NA NA NA

30 |COST PER ELIGIBLE NA NA NA NA NA

31 |TREND RATES 5-YEAR

32 ANNUAL CHANGE AVERAGE

33 TOTAL EXPENDITURE NA NA NA NA NA

34 |ELIGIBLE MEMBER MONTHS NA NA NA NA NA

35 COST PER ELIGIBLE NA NA NA NA NA

36

37 [* Annual trend coverted to sum of years digits methodology, thus placing greater weight on most recent years whicn are considered to be a better indicator of future as

38

39

40

41

42 |Total paid claims $1,065,945,719 $1,052,577,719 $1,143,338,872 $1,289,703,435 $ 1,351,684,163

43 |IBNR Factor 1.0000 1.0000 1.0000 1.0000 0.9855

44 |Total Paid Claims with IBNR $1,065,945,719 $1,052,577,719 $1,143,338,872 $1,289,703,435 $1,371,571,956

45 |MH & SA Rates >=65 $14.89 $14.89 $14.89 $17.03 $17.03

46 |MH & SA Cost >=65 $17,192,828 $17,366,371 $17,568,860 $20,227,365 $20,261,000

47 |Pharmacy Rebate Rate 22.40% 23.58% 21.49% 25.67% 24.02%

48 [Pharmacy Paid Claims $108,845,440 $125,342,279 $154,143,426 $207,573,238 $233,5627,742

49 |Rebate amount $24,381,378 $29,555,709 $33,125,422 $53,284,050 $56,093,364

50 |PDL Value for 65+ $12,701,942
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PHARMACY PLUS DEMONSTRATION COST DATA

WITHOUT WAIVER BUDGET

A [ B ] [ [ D E F G H [

1 |[DEMONSTRATION WITH(‘DUT WAIVER (WOW) BUDGET PROJECTION
2
3 |MANDATORY POPULATIONS
4 |ELIGIBILITY B TREND | MONTHS |DEMONSTRATION YEARS (DY) TOTAL
5 |[GROUP RATE OF AGING 7/03-6/04 DY 02 DY 03 DY 04 DY 05 WOW
6 |MA 65 & Older
7 |Eligible Member Months 0.75% 21 1,205,383 1,214,423 1,223,532 1,232,708 1,241,953
8 |Total Cost Per Eligible * 7.22% 21 $1,369.16 $1,467.96 $1,573.90 $1,687.48 $1,809.25
9 [Total Expenditure $ 1,650,362,898 | $ 1,782,730,521 | $ 1,925,714,711 | $ 2,080,166,971 | $ 2,247,007,100 | $ 9,685,982,201
10

MA Pharmacy: Aid
11 [Categories <65 Years
12 |Eligible Member Months 0.00% 4,294,694 4,294,694 4,294,694 4,294,694 4,294,694
13 |Total Cost Per Eligible 19.42% 21 $88.70 $105.92 $126.48 $151.04 $180.37
14 | Total Expenditure $ 380,918,602 | $ 454,879,192 | $ 543,200,248 | $ 648,670,053 | $ 774,618,272 | $ 2,802,286,366
15
16
17 |Pop. 3
18 |Eligible Member Months  |[NA NA NA NA NA NA
19 |Total Cost Per Eligible NA NA NA NA NA NA
20 |Total Expenditure NA NA NA NA NA NA
21
22 |Total Plan Expenditure $ 2,031,281,500 | $ 2,237,609,713 | $ 2,468,914,959 | $ 2,728,837,024 | $ 3,021,625,371 | $ 12,488,268,567
23
24 |* Adjusted for Quality Assurance Assessment

RxBudgetShell-2-5-2003-final.xIs;WITHOUT WAIVER BUDGET
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PHARMACY PLUS DEMONSTRATION PROJECT

WITH WAIVER BUDGET

A B C D E F G H | K
1
2 [DEMONSTRATION WITH WAIVER (W/W) BUDGET PROJECTION
3
4 |[STATE PLAN POPULATIONS
5 DEMONSTRATION YEARS (DY) TOTAL WW
TREND | MONTHS OF
6 [ELIGIBILITY GROUP RATE AGING DY 01 DY 02 DY 03 DY 04 DY 05
7 [MA 65 & Older
8 |Diversion Member Months 24,108 24,288 36,706 36,981 37,259
9 [Eligible Member Months 0.75% 21 1,181,275 1,190,135 1,186,826 1,195,727 1,204,695
10 | Total Cost per Eligible* 7.22% 21 $1,344.79 $1,436.80 $1,533.86 $1,636.77 $1,745.55
11 |Total Expenditure $1,588,566,799 $1,709,982,338 $1,820,427,113 $1,957,124,207 $2,102,853,370 $9,178,953,828
MA Pharmacy: Aid Categories
12 |<65 Years
13 |Diversion Member Months
14 |Eligible Member Months NA NA 4,294,694 4,294,694 4,294,694 4,294,694 4,294,694
15 |Total Cost per Eligible 12.98% 21 $80.49 $90.94 $102.74 $116.07 $131.13
16 | Total Expenditure $345,692,128 $390,545,681 $441,218,983 $498,467,146 $563,143,259 $2,239,067,197
17 |Pop. 3
18 |Diversion Member Months
19 [Eligible Member Months NA
20 |Total Cost per Eligible NA

21 |Total Expenditure

0

22 [Total Plan Expenditure

$1,934,258,927

$2,100,528,019

$2,261,646,096

$2,455,591,354

$2,665,996,629

$11,418,021,025

23 |Total New Expenditure

$61,463,808

$68,011,789

$68,011,789

$68,011,789

$68,011,789

$333,510,963

24 [Total WW Expenditure

$1,995,722,735

$2,168,539,808

$2,329,657,885

$2,523,603,142

$2,734,008,418

$11,751,531,987

25 |Total WOW Expenditure

$2,031,281,500

$2,237,609,713

$2,468,914,959

$2,728,837,024

$3,021,625,371

$12,488,268,567

26 |SAVINGS

$35,558,765

$69,069,905

$139,257,074

$205,233,881

$287,616,954

$736,736,579

27

28 |Diversion Factor

2%

2%

3%

3%

3%

29 |Without Waiver Eligible Months

1,205,383

1,214,423

1,223,532

1,232,708

1,241,953

30

Savings PMPM from PDL from
31 |65+

$24.37

$31.17

$40.04

$50.71

$63.70

32

33 |* Includes anticipated savings from PDL

34

35
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PHARMACY PLUS DEMONSTRATION PROJECT

WITH WAIVER BUDGET

L

M

N

e}

Q

DEMONSTRATION WITH WAIVER

(W/W) BUDGET PROJECTION

EXPANSION P

OPULATIONS

DEMONSTRATION YEARS (DY)

TOTAL

ELIGIBILITY
GROUP

ANTICIPATED
FIGURES

TREND
RATE*

MONTHS
OF AGING

DY 01

DY 02

DY 03

DY 04

DY 05

ww

Pop. 1

Senior Drug
Subsidy
Eligible
Member
Months

Total Cost per
Eligible

11

Total
Expenditure

NA

504,000

$121.95

$61,463,808

495,094

432,153

378,715

331,889

$137.37

$157.38

$179.59

$204.92

$68,011,789

$68,011,789

$68,011,789

$68,011,789

$333,510,963

12
13

14

Pop. 2

Eligible
Member
Months

15

Total Cost per
Eligible

16

Total
Expenditure

17

Total NEW
Expenditure

$61,463,808

$68,011,789

$68,011,789

$68,011,789

$68,011,789

$333,510,963

18

19

Average
Eligibles

42,000

41,258

36,013

31,560

27,657

20

21

Rebate Percentage

20.00%

22

Factor

80.00%

23

24

Rate of increase for over 65 pharm PMPM

12.64%

14.56%

14.11%

14.11%

25

26

* Trend rate based on trended average PMPM for

Medicaid age 65 and older.

27

28

29

30

31

32

33

34

35
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